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A REPORT BY 
THESSECONDS TIERS COMMITTEE: ON 
POLICIES TO IMPROVE CANADIAN COMPETITIVENESS 


October 1978 


The Prime Minister and Premiers of Canada agreed 
last February "to seek out the active involvement of the 
private sector (including business and labour) in federal- 
provincial discussions on specific development programs 
tailored to the particular requirements of each of the 
Mmanuracvurangesecuors: = 


At their request. 23 industry -consultatiuvesdask 
forces were established to make recommendations to the pro- 
vincial and federal governments. These sector Task forces 
were composed of representatives from business, labour and 
academia. The provincial and federal governments were 
involved as observers or participants. 


The reports of the Task forces have been submitted 
to Canadian governments. They also have been reviewed by 
the "Second Tier Committee" whose mandate was expressed to 
them by federal Industry, Trade and Commerce Minister Jack Horner: 


"Your mandate is to worksdirectly fromethel flask 
force reports and attachments to identify and make recommenda- 
tions. about factors and pohiciess thatecuteacrossesector-ahiness 
You will pull together the common threads running through 
the reports to make recommendations on broad economic policy 
and on issues important generally to manufacturing and 
tourism. You will, if you wish, make recommendations as well 
On Major sector-—specit ic tssues.." 
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PART I INTRODUCTION 


This industry consultative process was initiated by 
Canada's First Ministers at their meeting in February 1978, 
as a result of concerns expressed regarding the performance 
of Canada's manufacturing industries. First Ministers requested 
business and labour in 23 selected industrial sectors to 
prepare reports on what actions government and the private 
sector might take to improve the productivity and competitiveness 
of these industries. 


The individual sectoral Task forces began their 
interesting and lively meetings in early March 1978. Their 
reports were completed by the end of July 1978. This was an 
achievement involving nearly 500 Canadians, most of whom work 
in manufacturing or closely related industries. 


At the end of July, the Second Tier Committee was 
convened. The task of the Tier II Committee was to produce 
this report based on the material found in the 23 individual 
sector Task force reports. 


The preparation of the 23 individual ask «homce 
repomes,, a1ong with this’ report, *.s the Miss igtch sits Lor, 
hationa lejomme-efrort -by: business: and «labour vin "Ganadea 6 nNistory. 
The results. of) this’ significant effort mus tbe. considered. a 
Starinng pomnesror actromrcleleariy Car Saino ta needs crt a: 
strategy for Canada. It does identify many areas where 
agreement was reached and where recommendations can be 
made jointly by labour and business. 


Possibly) ittsioes't Tnipor tart YconeribpueTronr ris, the 
process  itselh Vhs: TSsthe First stimesbosiness land “vapours 
under government auspices, have jointly worked on major economic 
problems and come up with specific recommendations. 


Business and labour found more issues on which they 
could. agree than at first thought possible. 


Both business and labour recognize the vital importance 
of manufacturing as the engine of growth in creating jobs and 
enhancing standards of living. Both agree they have important 
and legitimate roles to play in proposing policies and actions 
to government affecting the industrial environment. 


Both labour and business members of the Committee 
recognize the fundamental democratic responsibilities of 
elected governments to govern. The Committee, in putting 
forward recommendations for government action, does not seek 
to share this responsibility; governments must be responsible 


and must clearly be seen to be responsible for the decisions 
they take. The Committee does believe, however, that labour 
and business should be more actively involved in the process 
prior to decisions being made. 


Finally, we would like to emphasize that our Committee 
was composed ot 12 concerned citizens, eight of whom participated 
in the sector Task forces. 


An independent Chairman was selected by mutual 
agreement. One member is a professor of economics. 


The five labour representatives are members of the 
Executive Council of the Canadian Labour Congress (CLC) and 
acted in that capacity. One is executive vice-president of 
the CLC. The other four are the senior executive officers of 
their unions. 


The five business members are chief executive officers 
who manage reasonably large domestic or foreign-owned Canadian 
corporations; extractive and service industries. and smal 
business were not directly represented. 


The-statt support, tor stirs Committee Nas COons1S ted 
of one business and one labour member with a neutral staff 
member appointed through the Institute for Research on Public 
Policy in Montreal, Quebec. In addition, the Committee sought 
outside expertise as appropriate. 


The Importance of Manufacturing Industries in Canada 


The strengthening of the manufacturing sector is 
closely related to the attainment of a number of Canada's 
social and economic objectives. Of fundamental importance, 
in both a social and economic sense, is the relationship that 
exists between an expanded manufacturing sector and the 
attainment of full employment in Canada. Moreover, the 
development of a stronger and more diversified manufacturing 
sector can also contribute vim aniwimpomtant way bo sneduactions 
im regional disparities. 'to improvements sim) the sbakance 
ul international payments and to increases in standards of 

qWVela Ges 


Unfortunately, the crucial role that the manufacturing 
sector must pplay ait full employment cond tttons dare Boebe 
established in Canada is of tan overiooked. seh trarttucw aay 
deceptive argument in this context 1s the V1ew wie Canadas 
economy Can prospey on, the sbasSa son, Growth 41 i ese neGsEsec Loi 
Job-creation independently of manufacturing sector job-creation. 
This view reflects a superficial understanding .of sour seconemun 
A large part of the service sSeGtoir sis, Wer wea ba elinicad 
to the production.o& goods... Av guarge Joan s0do a iics adia0 Witenes 
service sector jobs 1s related to the product von on Good. 
rather than to the provision of services for final consumpenanm 


Manufacturing employment today amounts to about 
two million. This figure, however, ignores the indirect 
employment-creating role of manufacturing. The manufacturing 
sector is» the) most, importantigeneratorcof indirectejobsa-- 
according to Statistics Canada, more than two jobs are created 
phairect|lysforhevery!\ direct2qob. created: s11hised thustrates 
tat manufacturing in a real sense stands at the centre of the 
economic process. When manufacturing activity expands, demand 
18 Created backward in termsvof primary sectors supplying 
materials, and forward in that income generated in the goods 
sectoy is the mostaimportantabasissfor consumers demands for 
the output of the services sector. 


Invadditionstoethes impact. onnjobss the. tanusnacturang 
sector's other major impact on Canada's economic life is in 
the area.of. trade. Manufactured products accounted fone6/ 
per cent of Canadian merchandise exports and almost 83 per 
Semueo, Wenchandi se Lmpor ts sinsloo..) biwkos/ oe the trace 
Getrcut gy eend products amounteds tO ,ap0uUdcsS 1 1eD1 Ml boOnewon 
more than five per cent of Canada's GNP. 


The manufacturing trade picture is particularly 
important from the point of view of jobs and the goal of 
full employment. Even if Canada's deficit in manufactured 
goods was covered by a corresponding surplus in, say, resource 
products, this would not produce the jobs needed in Canada. 
Trade balances are calculated in money terms; but it is 
CV UCIawwcOmENnaniky Ofe CheEMaInG OD  LebMSeaSeWe las hes] Lua bon 
like the one described -- a manufactured products deficit 
covered by a resource products surplus in dollar terms -- 
acivallyvinvoives asJjob deficit... Thus follows from=the more 
labour-intensive nature of the manufacturing sector relative 
to other sectors. It has been estimated by one of the 
provinces that therdeficit “in end-products represents. a 
potential employment opportunity of 170,000 direct jobs. 


Fandlty, the-manufacturing sector has a “crucial 
role to splay-in alleviating the-pattern of reqronal- disparities 
in Canada. @THIiSEresUuVEsS fatrectiry. Leong beS, SUPER TOLLLOLGaas. 2 
generator of both jobs and income. At the present’ time, the 
mix of manufacturing activity differs considerably from 
region to region, with the west and the Atlantic regions spe- 
cializing in resource-related processing, Ontario in durable 


goods and Quebec in non-durable goods. A useful way of 
looking at the regional dimension is to compare the distribu- 
tion of population and the distributions of manufacturing 
activity. The two extreme cases in this context are the 
Atlantic region! and Ontdrioss In to/osetnemAtlanti cy provinces 
had 10 per cent of the Canadian population but accounted 

for only 4 per cent of value added in Canadian manufacturing. 
Ontariog on thie-other vhandjehad 36 per cent of the population, 
but 51 perscentiorenationdal Value addedeinemanuracclRi nds 

It is hardly coincidental that these two regions also represent 
the extremes of regional disparities in Canada measured 

in terms of basic standards of (living= sasemedsunedany 

personal income per capita. The argument that emerges, then, 
1S that Signthicantvereqional= industrial tzat1onmmenoOulamnocus 

On Manuhactur inde 


The Economic Environment Required 
hor Ay Strong Manuivaeturinds Seater, 


Central to improving the competitiveness and pro- 
ductivity Of Canadian DUSINeESS 1S san SconadmTesp Oli Cy stenat 
places a high priority on Economic growth...» Business and. lapour 
agree that governments must continually demonstrate, and 
publicly express. this commitment. Inis ts  theuprior condi t10n 
for improving the competitiveness and productivity of Canadian 
manufacturing industries and is the single most important 
recommendation common to all sector Task force reports. 


The recommendations are aimed at improving industrial 
efficiency, redirecting government funding to higher growth 
and JjobD-Creatingseactiyities. and increasing suDpDOnU to. imoustrues 
involved in exporting or replacing imports. We acknowledge 
that if all the tax recommendations in the Task force reports 
were implemented at the same time, there would be such a 
massive reduction of government revenues that the results 
would be unacceptable. Governments will, therefore, need to 
assign priorities to recommendations that are consistent with 
lower inflation and real economic growth. 


Another area affecting the economic environment, 
which was a common concern to business members of the Task forces, 
was government regulation. The Committee agrees that government 
regulation is necessary in a modern democratic economy especially 
to protect the rights of Individuels or groups who othewwice 
could not protect themselves. The Committee did not deal 
with government regulation as a specific issue because of the 


massive study currently being conducted in this area by the 
Economic Council -- a study initiated by First Ministers 

at the same meeting that this report was requested. We believe, 
however, that government regulation should be simplified, 

and that conflicts and overlaps among and within governments 
should be resolved in order to reduce the cost to industry 

and government of enforcing and meeting regulation. An area 

of particular concern to business members of the Task forces 
was that government should make available cost-benefit analyses 
of any new regulations prior to their introduction into law. 
The labour concern was that cost-benefit analyses do not 
express: “Chie “true value of social ‘benefits .. The Committee. 
therefore, recommends that impact assessments take into full 
consideration both qualitative and quantitative aspects. 


The Tier II Committee in advocating a strong economic 
growth policy does so in the belief that the Canadian economy 
contains many substantial underlying strengths to support 
this policy. These strengths include a well-trained and highly 
skilled labour force, competent managers and technologists, 
strong and aggressive entrepreneurs, a strong and progressive 
trade union movement, sophisticated transportation and communi - 
cation systems, a large natural resource endowment, and 
internationally competitive financial, banking and trade 
services. 


in sum, the pursuit of stamulative economic pelicires 
by government when combined with the recommendations of the 
Tier II Committee would create jobs for Canadians throughout 
Canada, increase production, favourably influence Canada's 
balance of payments and provide the impetus for strong, 
sustained and significant real growth in Canada's national 
pynoduction and income. 


As a result, we believe the principles basic to 
improving the competitiveness and productivity of Canadian 
manufacturing industries must be: 


-= To stimulate economic growth. and job creation 
as, one of Caneda Ss darsc priorities. 


-- To foster an environment of understanding in 
which more effective consultation can take 
place among labour, business and government; 


«=. ho recognize the Vital simportcance. thar 
manufacturing industries have in enhancing 
the living standards of individual Canadians. 


bE. Ts..ons the basis.of suchsa perspectives thas jine 
Tier II Committee has highlighted nine major areas affecting 
all manufacturing industries where specific actions are 
recommended. These issues and recommendations are only the 
first step. wineyv a llustratesthat sigwpurcans aed saom 
agreement exist between labour and business and that a basis 
has been established for further dialogue to be pursued in 
the mutual interests of atl, the participants. 


Governments, through the federal Minister of Industry, 
Trade and Commerce, facilitated this process.  <theair continued 
involvement is important and their commitment to effective 
and continuing dialogue with business and labour will 
be measured by the manner in which they consider and act upon 
these reports. 


PAR ie] Mee LOSUES 


The charter of the Second Tier Committee has been to 


draw common concerns and solutions from sector Task force 
repos, 


We must first commend the efforts of the 23 sector 
Task forces. Their reports make both general economic and 
sector-specific recommendations. We have made only a limited 
attempt to identify sector-specific issues in this report. 


We have concentrated on those nine issues most 
commonly identified by ali sectors. In some cases, we have 
presented recommendations drawn directly from the reports 
-- in others, we have attempted to "sense" the directions 
recommended and have presented what we felt to be a synthesis 
of these recommendations. 


We have identified, in some cases, areas where 
agreement by business and labour could not be reached -- but 
we are optimistic about much more agreement being reached, 
given more time. We have, therefore, recommended that labour 
and business work on these issues together in the future, with 
a view to making joint recommendations to government where 
possible. 


Sei eer 


Trade and Multilateral Trade Negotiations 


Tne importance of trade to manufacturing industries, 
and in turn the importance of manufacturing trade to the 
economy..as: ay.whole,;-1s. clear .from the basic ropatist ycsann en 
1976, manufactured product exports ($25.4 billion) accounted 
for two-thirds of all Canadian merchandise exports, while 
manufactured imports ($30.6 billion) accounted for four-fifths 
of all merchandise imports. 


The present time is one of particular uncertainty 
on the trade front as the "Tokyo Round" of the GATT is being 
completed. This agreement will set the scene for trade 
relations for at least the decade of the 80s and perhaps until 
the close of the century. A key general concern of the Task 
forces -- and one which this Committee strongly shares -- is 
that Canada negotiate reciprocity. 1m ithe GAd tes) Ole CO: uteri 
bluntly, that it receives as much as it gives. This Committee 
also 71S concerned that specific industries that are vital in 
a political and economic sense, and which cannot be in a 
position to compete internationally in the foreseeable future, 
Should be protected as they are in other developed countries. 
Nevertheless, the Committee recognizes that any exemptions 
from tariff reductions under the GATT may have to be compen- 
Sated for by concessions in other areas which are on stronger 
ground in terms of competitive ability. 


Incentives must be created in response to the new 
trading environment created by the GATT. Such incentives are 
necessary for maximizing export opportunities created by the 
GATT. In addition, the Canadian domestic market must not be 
sacrificed to the practices of foreign countries that are 
contrary to the spirit or the letter of the new trade 
agreement. 


In light of these general considerations, this 
Committee recommends: 


1. That encouragement should be given to the formation 
of consortia to capitalazeron export opportunities. 
This would be particularly advantageous in relation 
to design, supply and construction related to large- 
scale development projects. Particular support 
is required in removing legal impediments and devel- 
oping instruments to cope with extraordinary: risk 
factors in liarge foreign. contracts. Suchoinsitrumencus 
Should include competitive financing and insurance. 


2. That Canada rely on the multilateral trade agreement 
route in its general trade policy; continental free 


= as o> 


trade should not be pursued as a general policy, but 
Beco a selective sectoral strategy where appro- 
priate. 


id G1) the current round of Geneva trade negotiations, 
the Canadian negotiators should push for a phasing of 
the lowered trade barriers that allows the greatest 
ease of transition for affected industries. The 
Committee specifically recommends an eight to 10-year 
phase-in period but with a provision for suspension 
of the implementation of trade barrier reductions 

for industries encountering particularly difficult 
problems of adjustment. Canada must not undertake 

on its own initiative -- as was the case in the 
Kennedy Round -- a rate of implementation faster than 
necessary under the Tokyo Round. 


There are certain manufacturing industries that are 
vital and where any degree of reduction in protec- 

tion would be disastrous at this time. The Committee 
recommends that these industries be completely exempted 
from the Tokyo Round. The key case in point is the 
clothing and textiles sector which employs close to 
200,000 workers. 


That the federal government develop a comprehensive 
adjustment assistance program that is based on an 
assessment of needs, industry by industry, in consul- 
tation with labour and business. It should be 
directed both at industries that need assistance to 
capitalize on the opportunities provided by the GATT 
and at industries whose viability has been undermined 
in the trade negotiations. 


In the current set of trade negotiations, Canada 
should press for the maximum degree of multilateral 
reduction of non-trade barriers. However, to the 
extent that other countries subsequently circumvent 
any agreement along these lines, Canada must use 
non-tariff barriers on a competitive basis in order 
to protect Canadian production and jobs. 


That the federal government set up a formal procedure 
for monitoring unfair trade practices, including the 
creation of non-tariff barriers which may nullify any 
reduction in tariff barriers coming out of the Tokyo 


Round. 


That appropriate mechanisms be found to simplify and 
reduce the cost of, and improve the speed and 


efficiency of, the safeguard processes which deal 
with trade-related matters such as injury determi- 
nation, monitoring of non-tariff barriers and untdair 
trade practices, the determination of Sateguard 
actron. and tari cen erences,. 


Manpower and Labour Relations 
MANPOWER 


Manpower policy should be, in the view of the 
Committee, a full employment policy. It should be a policy 
that endeavours not only to ensure industry with a labour 
force necessary to meet its needs but-alsoO-aims “at 
providing the individual Canadian worker with the opportunities 
to amprove his or. her level of skill<= encourages mobility. and 
enables the individual to have a more fulfilling and satisfying 
work experience. 


Sector Task force reports deal with manpower planning 
and forecasting, the training and development of manpower 
and manpower mobility within Canada. 


Widespread concern was expressed in several Task 
force reports that skilled trades shortages are a serious 
problem that requires urgent national attention. 


Among the measures required is a mechanism for 
maintaining an inventory of possible manpower needs as well 
as for ensuring that appropriate training and educational 
programs are in place. Second, while training is one method 
of ensuring manpower resources, mobility provides another means 
of meeting these needs. Manpower mobility in the Canadian 
context, however, often is impeded not only by great 
geographic distances but by differing regional traditions 
and values. The Committee believes that training and mobility 
programs should not be used to give the impression of creating 
Jobs; they must be complementary to industrial activity. 


Fundamental differences in approach exist between 
labour and business with respect to the unemployment insurance 
System. However, both agree that payments involving more than 
$4 billion a year are simply too high and that job creation 
On a more effective basis is an immediate necessity. 


The Committee, therefore, recommends that: 


le In those industries where manpower resources, 
training and planning are inadequate, industry 
and labour should meet regularly to forecast needs 
and recommend training and education programs to 
governments, sector by sector. 


For an overall picture, an autonomous beay', TOT HE TY 
Supported by provincial and federal governments and 
by business and labour, should be created to inte- 
grate sector inventories of manpower availability 
and needs and to advise on manpower policy, training 
and educational requirements. This body would make 


reports assessing the medium and long-term manpower 
requirements. 


Existing manpower funding should be significantly 
redirected to support job-oriented training. That 
is, much less emphasis should be placed on institu- 
tional training which involves little or no rela- 
tionship to:.job.opportunities. . Such asshift.in 
manpower programs would: 


Seerestiic And STGNTTI cant, Increase ve sunt ioe 
job" training and other programs related to 
identifiable jobs in the marketplace. Such 
training should take account of the need to 
adjust wages and training allowances in a 
manner that would encourage candidates to 
participate in such training. Firms also would 
be encouraged to participate more fully in such 
programs. 


-- be consistent with the recommendation 
of the Aerospace Task Force that a payroll levy 
be considered for those sectors that see a need 
for this approach and support its implementa- 
tion: The purpose of this levy would be to 
spread the costs of this training among firms. 


While mobility programs are not alternatives to job 
creation in Canada, every effort should be made by 
governments to reduce impediments to individuals 
willing to move. For example, provincial actions 

or restrictions that reduce manpower mobility should 
be abolished. In addition: 


-- governments should establish or review mobility 
programs with the objective of ensuring that 
either through grants or tax concessions, unem- 
ployed individuals willing to move for full-time 
employment, but unable to do so because Chtche +. 
personal financial costs involved, will be subsi- 
dized to offset those costs. 


-- ‘programs to assist individuals investigating job 
opportunities should include provision for spouses 


to accompany them. 


LABOUR RELATIONS 


The Canadian labour relations system, in the view 
of the Task forces and the Committee, has developed in a 
manner which,for the most part, operate well. The vast 
majority of labour contracts are settled without work stop- 
pages. Improvements are, nonetheless, necessary. Where 
change seems desirable, Canadian solutions should be found 
for Canadian problems and governments should not attempt 
to import foreign systems. 


The following principles are basic to the Canadian 
system: 


a) the right of unions to-exast. 1 np Gancde 


b) the freedom of association of workers as a basic 
democratic right, and 


c) the right to bargain collectively. 

Labour and business should enter into much more 
intensive and active dialogue at all levels to seek out areas 
where agreement exists or may be possible and,in areas where 
disagreements exist, to provide a better basis of under- 
Sanding 

The members of the Committee agree that labour and 
business will establish a private sector committee to study 
labour relations <1n Canada and report .tochicst aMinisners. + 
The following issues, as a minimum, most of which were 
raised by the Task forces, shall be studied: 

-- Standardization of labour codes and practices 
-- Certification 


-- Role, functions and structure of labour relations 
boards 


-- The resolution of impasses in negotiations, including 
impasses on first agreements 


-- Differential treatment of public service employees 
-- Union security 

-- Safety and health 

-- Picketing code 


-- Minimum wages 


-- Them g hits. of) part ies during strikes 

-- Grievance, arbitration and rights disputes 

-- Government-supervised secret ballot strike vote 
-- The right to strike in essential services 

-- Unlawful strikes and lockouts 

-- Unfair labour practices 


Where governments believe action is required before 
the report of this Committee is complete, they have a respon- 
sibility to consult with business and labour before taking 
act+on: 


Taxation 


infergenernal -thrus't of “Task force reports 4s**that 
the total economic environment is o* vital importance to 
manufacturing. Taxation is an important ingredient in this 
environment. 


The Task force reports made recommendations 
aeavircudliy abl vevels of the ctax«system =- personal timeome, 
corporate income, sales and wealth (specifically property and 
capital gains). The key underlying issue expressed by the 
Task forces is the tax system's role in creating an environ- 
ment that supports incentives, particularly the incentive to 
invest and the opportunity for individual economic progress. 
iemimcentive concern of the taxation discusston relates 
primarily to the role of taxation in economic growth and 
efficiency. 


Clearly, the maximization of growth and efficiency 
istione ‘Key rolesfor the taxation system, An order’to’ rebuitd 
the manufacturing sector. Another key function is in the 
pontext of social’ goals’ {4 .e%, ‘the taxation system nas’ an 
important role to play in the redistribution of wealth as 
distinct from the creation of wealth). 


The Committee makes the following recommendations: 
12 Changes in corporate taxation should be evaluated 


in the context of all the factors that determine 
international competitiveness. The differential 


treatment of corporations from country to country 
-- whether in terms of the direct tax rate, or in 
terms of tax concessions such as accelerated write- 
offs, tax-credits, etc. -- are as crucial as other 
cost items, including wages, transportation, and 
tarigfs.s andushould. bes Gonsi dered. suns hasta ach t. 


A greater degree of co-ordination of fiscal policy 
should exist among levels of government to meet 
national goals. The need for more intensive consul- 
tation will become greater as provinces increasingly 
develop their own taxation systems (e.g., the per- 
sonal tax rate structure as now exists in Quebec?) . 


Some Task forces observed that there are inconsis- 
tencies in the corporate tax rate and tax concessions 
from industry to industry (e.9., logging and foress 
products). Such inconsistencies should be reviewed 
and their continuation be dependent on a more clearly 
established rationale. 


Some Task forces recommended sales tax cuts or the 
extension of current exemptions on products such 

as footwear and clothing. The Committee recommends 
consideration of; this,approach  acbiorehy ais: a: esate murs 
to demand for particular products and as relief to 
low-income groups for whom these items represent 

a particularly large proportion of expenditure. 


The Committee is concerned, however, that in certain 
sectors a large part of the stimulative impact would 
be Lost to imponts..: In-suech sectors ,. the: Committee 
recommends that other stimulative measures be consid- 
ered. 


The Committee concurs with the recommendations of 
several Task forces that sales taxes on construction 
materials and equipment be removed. 


A number of Task forces made specific recommendations 
on the problem of the preferential treatment provided 
by the federal sales tax to imported products com- 
pared with domestically manufactured products. The 
Committee is aware that this issue is under intensive 
Study, and there is still inadequate information on 
the impact of various potential solutions. Accord- 
ingly, the Committee is unable to categorical hy 
recommend appropriate modifications, but it urges 
that the current recognized discrimination against 
Canadian manufactured products be removed as soon as 
possible. 


73 The Committee notes that the deductibility of 
mortgage interest payments should be reviewed; 
such a review should give careful consideration 
to delivering the greatest benefits to the 
lowest income groups. 


8. The Committee recommends that an in-depth study 
be made on the feasibility of implementing 
value-added based taxes in place of existing 
taxes. 


There were several other specific recommendations 
within the taxation system that were considered by the 
Committee but which did not result in a common position by 
business and labour participants. We summarize briefly below 
the respective positions on a few of the more important ones: 


-- Several Task forces recommended the adoption of 
fioHtaation. accounting”. for corporations .*o The 
business members of this Committee favoured such 
an approach on the grounds that in an inflationary 
period, profits and thus taxes are artificially 
inflated, particularly in that the replacement costs 
of machinery and inventory are insufficiently 
"accounted" for. For example, a number of Task forces 
recommended that business be given the option of using 
the existing three per cent inventory tax allowance 
or the LIFO system of inventory valuation. 


Labour members argued that during an inflationary 
period there were forces at work in both directions 
-- exaggerating profits and reducing profits (e.g., 
lowered real costs of corporate borrowing) -- and 
that current profit increases far exceed the present 
inflation rate while real wages are declining. 


--. Some Task force reports contained. the recommendation 
for elimination or liberalization of the capital gains 
tax. The business members of this Committee concurred 
because the tax has had a negative effect on the 
incentive to invest, and because the administrative 
costs were too high relative to the revenue produced. 


The labour members felt that the existing capital 
gains tax should be expanded by taxing the full 

gain rather than only one-half of-the gain, on the 
basic philosophy that all income however accumulated 
should be taxed. 


-- There is a distinct divergence in the attitude toward 
tax changes that have occurred in recent years. The 
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business group felt that a number of changes such 

as the two-year write-off and the lower tax rate © 
of manufacturing and processing were very beneficial 
steps and commended the government for them. 


On the other hand, Labour is concerned that many 
changes in the taxation system have been made in 
recent years on an ad hoc basis without a clear 
rationalesinetermsvof ftheiretmpae te onethe overall 
role of the tax system in an efficiency-equity 
context. Moreover, it believes that changes in the 
tax system should be subjected to a review that 
answers the question: what impact does the change 
have on the total tax system and, in particular, 
what does it do to the equity-efficiency principle 
Labour suggested that this review might be conducted 
by an appropriate parliamentary committee. 


-- The Committee discussed at some length the current 
level of corporate taxation in the manufacturing 
Sectore 


The business representatives on the Committee 

felt that there was a strong case for encouraging 
investment through reductions in either the nominal 
tax rate or in the effective rate through expansion 
of tax concessions such as the investment tax 

credit. This was the view of business in the sector- 
al- Tasks sorces’ 


The labour representatives argued that there was 

no case for such reductions: recent investment 
performance was attributable to under utilization 
of existing capacity rather than low profitability. 
However, labour and business do agree that such 
incentives be used for investment in Canada to 
create jobs and increase productivity that would 
not otherwise occur. 


If ali,the, tax- recommendations: inithe’Taskeforce 
reports were implemented, a massive reduction in government 
revenues.wouldsfollow.s Therefore, prboritysmust first be 
given, to.those proposals=thatwmost directhy mprovervbhe 
competitive strength of Canadian manufacturing and generate 
growth in the economy and create new jobs. Substantial new 
revenues will flow from the growth of manufacturing that will 
result from the changes. 


Research and Development 


Anmajoraty of the sector Task forces expressedwa 
concern about the low level of national resources devoted to 
research and development activity. This concern is Sharedeam 
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both the business and labour participants on this Committee. 
The Committee considers that increased domestic effort in the 
Seep area 1S a crucial ingredient to expansion of the Canadian 
manufacturing sector, not only on the part of “leading edge" 
and high technology industries but also in Canada's more 

mature industries which must maintain or regain their cost 

and product competitiveness. Most basic research and devel- 
opment 1s done elsewhere (largely in the home country of 
“multinational -- or North American -- companies) and once a 


product is tested and refined elsewhere, it has traditionally 
been adopted in Canada. 


Canada should aim at self-sufficiency in technology; 
that is, to balance exports against imports of technology. 
This requires an economic environment encouraging the growth 
of the domestic market, the development of incentives to 
attract R & D activities of an international scale, and policies 
that differentiate between support for large corporations 
and small firms. Furthermore, the unique structure of Canadian 
industry has particular implications for technological devel- 
opment in Canada requiring special consideration. 


For example, a large opportunity exists to increase 
the research activity of domestic and foreign-controlled 
multinational corporations in Canada. 


A particular concern expressed by the members of this 
Committee is that government support to R & D activity be 
available on a sufficiently long-run and predictable basis 
that it encourages new and sustained activity. More specifi- 
cally, R & D support should be available for both the initial 
start-up of R & D activity as well as for the continuing R & D 
activity ‘that is necessary to maintain the relevafice of that 
origimmal effort. 


A further concern expressed by this Committee is that, 
in some cases, the benefits from R & D activity, undertaken in 
Canada at public expense, are transferred outside the country 
without overall net benefit to Canada, such as when Canadian 
operations move or expand to other countries. 


Both the labour and business participants agree that 
public incentives should be directed to inducing new R & D 
activity to the greatest extent possible in the “private sector. 


The objective of the incentive programs recommended 
herein is to increase significantly the overall level of R & D 
activity in Canada. ihey must not result in just a continuation 
of existing (or even reduced) levels of activity with a transfer 
of the funding from the private to the public sector. Some 
form of "pay back" mechanism could be considered in appropriate 


Cases. 


ep ote s 


The Committee notes the acceptance by government 


of a goal of 1.5 per, cent. of- GNP. for, Re&-D> expend tumeseaeeihe 
achievement of this goal will require a dramatic change in 
the climate, for “R.& D activitys 


In, light. of these.general problems and. issues, 


the following recommendations are made: 
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While the Committee does not want to set down a 
specific goal (e.g., a certain percentage of GNP), 
there should be a significant increase in the level 
and percentage of national resources devoted to R & D. 


The increase in the share of national resources 
devoted to R & D will require more, not less, govern- 
ment support at all levels. The thrust of increased 
government support of R & D should, the Committee 
recommends, be in the direction of indirect activity 
(i1.e@.,.the, provision, of tax/grant<support) rather 
than direct government R & D activity. 


Direct government R & D activity should emphasize 
basic research. Developmental R & D done by govern- 
ment should be undertaken on the basis of consulta- 
tion with the private sector and in view of specific 
market opportunities. 


Governmental assistance to R & D should be in the 

form of a package of available measures (i.e., tax 
measures in the form of write-offs and/or tax credits, 
or direct shared-cost grant programs) that can be 
applied flexibly depending on the characteristics 

of individual projects. 


Since direct funding does reduce the risk shouldered 
by the entrepreneur, some "pay back" mechanism is 
appropriate in those instances where the research 
has led to a successfully commercialized and profit- 
able venture. 


The Committee recommends that a special effort be 
made to assure a higher Canadian share of the R & D 
activity of foreign-based companies. Consideration 
Should be given to the design of programs to achieve 
this end. R & D benefits to Canada should be given 
more emphasis as an explicit evaluation criterion 
used by the Foreign Investment Review Agency. 


7.~ The definition of "R & D" from program to program at 
one level of government, and from government level 
to government level, should be standardized. The 
Committee specifically recommends the definition 
used in the federal IRDIA program. 


8. Government assistance to R & D should be available 
over a Sufficient period of time -- say 10 years -- 
in order to induce a long-run commitment to R & D 
activity on the part of the-private sector. 


9. Safeguards should prevent the transfer outside the 
country, without compensation, of R & D benefits 
financed at public expense. 


Eyergy. 


A common concern throughout the Task for mr 
was the question of energy. The availability and et Wisin 
energy are key elements in the competitiveness of the primary 
and secondary industries in Canada. ENCE OVECOSES dkeuwer ected 
in both the production and the CEansvoOEtd Linn Ol wo0Odstamaie 
cost of energy bears on the disposable income of all Canadians. 


The largest and currently most economical sources 
ptwenerdy in Canada are fossil tuels > (011, °gaseana coal). 
water resources (hydro-electric power) and uranium. O71, gas 
and coal are used in the energy form of heat (heating indus- 
trial, commercial and home buildings),in the generation of 
electric power, in tne processing of goods and in transporta- 
tion. Water resources and uranium are used in the form of 
electricity (to drive industrial machinery, to control equip- 
ment and for heating and lighting). In addition, oil and gas 
are used in the production of a wide and economically important 
range of chemicals, plastics and textiles. 


There 1s considerabie concern that the energy policy 
for Canada is inadequately developed relative to regional 
natural advantages and from the point of view of balance among 
sources. Although some progress has been made by federal and 
provincial governments, especially relative to other countries, 
there does not appear to be an adequate set of COMenen ibe i= 
cies leading to an overall strategy which would result in the 
optimum use of available energy resources. This Committee 
recognizes the difficulty of the federal and provincial 
governments achieving this goal. However, without a more 
focussed policy, it is believed that the energy-related deficit 
of international payments will, in future, be higher than i 
necessary and that action should be taken now to control this 


potential problem. 


We welcome the initiative of the federal government, 
in co-operation with the provinces, in the development of a 
national coal policy with the objective of delineating current 
coal reserves and encouraging research programs on the conver- 
sion of coal to synthetic products. (Considerattonsasnould 
include gasification, transportation and an export policy that 
will positively ensure adequate domestic supplies in the long 
term. 


[It is important. that price tevels tor enengy hn 
Canada be competitive with those levels in the United States 
where goods are produced that compete with products made in 
Canada. It is believed that insufficient consideration is 
being given to Canadian price levels in relation to the appro- 
priate U.S. pricing Structures © Ines pruce, (COs 6 mot eicccm 
fuels in Canada has a) very important ampact on. tnhe.cos tao f 
chemicals, plastics and textiles which in turn is reflected 
in the cost of consumer goods. 


It is also thought that there is potential for 
greater upgrading of energy sources before they are exported. 
For example, the Alberta government has shown interest in 
the production and increased exports of petrochemicals rather 
Lhane Rust The export Of natu medace 


In light of these considerations, the Committee 
recommends: 


1. A nationai energy policy should be developed by 
federal-provincial governments in consultation with 
interested parties. The objectives of such a policy 
Should be: 


-- to ensure that Canada retains energy self-suffi- 
ciency in the long term; 


-- to develop energy exports in a manner which will 
positively ensure that Canada will not run out 
of appropriate energy sources in the future. 


-- to co-ordinate energy development plans and future 
use in Canada. 


The Committee recognizes that such a policy effort 
might, in some instance, infringe on traditional 

rights enjoyed by the private sector prior to the 
energy crisis. The Committee recommends such intru- 
Sions be kept at a minimum consistent with the national 
interest and public good. 


tiyS policy Should take into account the welfare of 
the nation in the long term, and should recognize 
that energy is one of the keys to Canada's survival 
as a trading nation, its future self-sufficiency, 
and is the basis for the future health and growth 
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A timetable should be established to bring these 
resources on stream in a way that would create an 
orderly flow of capital and extend tne life of our 
non-renewable resources. 


Pricing and taxation policies be so structured 
that adequate energy sources will be developed. 


The conservation ot energy is an integral! part of 
such policy and it is emphasized that there is poten- 
tial for the more efficient use of waste products. 
For example, in the forest industry, current environ- 
mental constraints in this area should be re-examined. 
The program to establish energy conservation goals 
would also be enhancea by co-ordination between 
energy suppliers and users. 


Where possible energy should be developed and sold 
in the form that represents the optimum amount of 
upgrading. 


The pricing policy for energy should ensure that 
Canadian secondary producers are not put at a cost 
disadvantage relative to their international compet- 
tors’, particularly those -inicthe United! Staves’ 
Therefore, serious consideration must be given to the 
appropriate: U.S pricing Struccureyvin establishing 
the pricing policy ‘in’ Canada.° OAR the same timer, 
prices in Canada must change at a rate that does not 
exceed’'the capacity of the user’ industries toadjust. 


It is-also pointed out that without an appropriate 
link’ to’ USS" prices:,- certain industries, such as the 
fertilizer industry, will have no incentive to 


expand. 
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ivansportationecos ts 


The geographic size and population dispersion of 
Canada means that transportation costs are a more important 
factor in maintainings.a competitive industrialestructure than 
in many other countries. Indeed, for manuhacburings wndustn tes. 
transportation costs can range up to 50 per scent.of tthe iiinad 
cost ofthe: finished: goods> orn-materni als a heyeacesntigne rw n 
many cases than in the United States, our main market. The 
Committee recognizes that the area of transportation policy 
must be concerned with the development of an efficient and 
effective transportation infrastructure and network throughout 
Canada. The transportation field is simply too complex and 
far-reaching for the Committee to fully consider within the 
time available. However, the many adverse transportation factors 
affecting the Canadian manufacturing sector must be resolved. 


The Committee accepts that subsidies may well be 
required to move some types of goods to markets, to or from some 
regions of Canada, both to facilitate the movement of goods 
in Canada and to strengthen Canadian regions. However, the 
Committee also recommends that these trade-offs, of social 
equity versus efficiency, be re-examined in the light of 
Canadian conditions in 1978. For example, should one class 
of goods be required by the carrier to subsidize the transport 
of another class;-or should) such subsidies ibes pag dydime ct ly 
by governments? 


The rate-setting system for all modes of transportation 
was of iparticularm concern: tor many ask- forces: sthn those icases 
where the rate structure is administered (i.e., regulated), 
rather than determined by the free play of the market, under 
truly competitive conditions, Committee members and some 
individual Task forces emphasized the lack of recognized formal 
appeal mechanisms, the absence of adequate prior consultation 
and, where appeals are possible, the often time-consuming and 
expensive process involved. 


Regional Development 


Broad agreement is expressed by the Task forces that 
regional economic development is fundamental to the concept 
of equitable sharing among Canadians of the country's resources. 
Indeed, this is the very essence of federalism. This development 
Should encourage economic growth and job creation through 
attracting new industries to the less-developed regions. It 
1s accepted that incentives should be used to influence the 
investment decisions of industries that are considering new 
Or growth opportunities. 
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: The Committee agrees thategrants. to Drovances salodans 
and tax Incentives all are important mechanisms for achieving 
regional economic development objectives. In general, grants 


to provinces are viewed as appropriate in establishing an 
adequate infrastructure. 


The Committee is concerned that programs for regional 
development Shouldenoet: restul tein the fragmentation of existing 
industries and believes that lack of consultation with business 
and labour may have created some unnecessary overcapacity. 


It is recommended, therefore, that: 


te = Provincial governments=publish on:a regular basis 
their priorities and: compare their-plans at federal- 
provincial meetings in an attempt to reach consensus 
and harmonization. 


2. To the extent possible, on proposed major. government- 
assisted:industrial projects, there: be consultation 
with business and labour prior to grants being made 
with a view to minimizing national fragmentation or 
overcapacity mn. any industry~ 


3. The primary reliance on the grant system as an 
incentive mechanism for industries to locate in the 
less-developed regions of the country be reconsidered 
and that loan or tax instruments be made available 
as appropriate. Where grants are made, they should 
be paid out over an appropriate period of time to 
encourage sustained operations. 


4. The criteria for making incentives available to in- 
dustry to locate regionally include: 


a) that they focus on import ‘substitution, as a 
means of developing a domestic market without 
damaging existing producers, 


b) the recognition that protecting existing jobs 
jsaass important as. creating mew) ODS there. 
fore, modernization of a plant should be as 
eligible for assistance, and at the same level, 
as the building of a new plant. 


c) adoption of the approach that programs encourage 
industries that are "complementary to" rather 
than "in competition with" existing industry. 


Government Purchasing Policies 


Many Task forces expressed concern that federal and 
provincial governments are not using purchasing policies and 
practices in support of optimum industrial development in 
Canada. The governments of many foreign countries openly or 
subtly use purchasing power very effectively as a tool of 
industrial stratedy. “teis belvevedethac prov incadl sand 
federal governments do not recognize that Canadian suppliers 
are competing in domestic and export markets with foreign 
companies whose competitive strength derives, to a significant 
extent, from the purchasing policies of their home governments. 
The major issue is the extent to which governments in Canada 
can and should use federal and provincial purchasing power to 
equivalent purpose. 


Canada's objective at the GATT should be the elimi- 
nation of as many non-tariff barriers (NTBs) as can possibly be 
negotiated. Where NTBs cannot be eliminated, Canada should 
adopt them reciprocally. 


Domestically, much greater uniformity could be sought 
among governments in the setting of designs, specifications and 
Standards and these could be reflected in commercial practice. 


There is concern as well that certain provincial 
government purchasing policies are designed primarily to encourage 
regional development. An effect of this policy that may not 
be appreciated is the resulting fragmentation of industries 
which reduces their cost competitiveness in both the domestic 
and export markets. 


In areas of the market open to international competi- 
tion, governments are not responding to the fact that Canada's 
geqpolneical structure places stits <oquintry Simi nduisier 1eSsu-dtacd 
disadvantage vis-a-vis our international competitors from 
countries that have "national interest" purchasing policies. 
For instance, some public utilities and other state-owned 
enterprises in many foreign countries purchase primarily from 
their domesere sources. ¥ inesuche counremiles scl lis eo lac yuers 
designed to provide employment and investment and to support 
export development. Canadian companies must compete with the 
impact of this policy both in the Canadian market and in the 
export market. Thousands of jobs are involved. Some munic- 
ipalities do not fully appreciate the negative economic and 
social impact in Canada of purchasing goods from fovreirgniesounrecs.. 
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It is recommended, therefore, that: 


Action be taken to standardize governments' design 
and specifications of as many productseas possible. 
Such standardization should relate to the commercial 
market. The result will be economies of scale for 
Canadian industry such that unit costs are reduced, 
the public will benefit from the lower COSIESS 

and Canadian industries will be more 

competitive in the domestic and export markets. 

As sales increase there will be more investment 

and increased employment. 


The purchasing policies and practices of the various 
levels of governments should be more directly related 

to promoting industrial development in Canada, by taking 
im vosaccount. 


a) bthertangible: economicsbenefits» toeCanada. om 
sourcing’ in>y Canadas 


b) the potential for offset arrangements where goods 
are sourced outside of Canada; 


cy. athe! impact of their, purchasingapoddciess on 
rationalization and fragmentation of Canadian 
industraess and 


d) the extent to which their purchasing policies are 
consistent with the overall industrial develop- 
ment of Canada. 


Governments recognize and take into consideration the 
realities! Of. the-tradingspracticessofemany,7 oreign 
countries in the use of government purchasing power 
to enhance industrial development and should assure 
that purchasing practices in Canada are consistent 
with those of the countries with which Canadians 

have to compete at home and abroad. This includes 
recognition of the impact on Canada of trading 
practices, which are not legitimate under the GATT » 
including the dumping of foreign goods. 


Appropriate purchasing policies by governments , 
including procedures, will reduce the incidence of 
dumping and that in turn will increase employment 
in Canada by potentially thousands of jobs. 


Rationalization 


While the individual’ task forces did? not ediseuss 
rationalization as#anrexplicttrissue sinkan Mago minty Oleeds osm 
this Committee has identified it as a distinct and fundamental 
issue. Rationalization, is potential lyazone,ofmther mos 
important factors in improving the competitiveness and pro- 
ductivity of Canadian manufacturing industries. Even where 
not discussed explicitly, rationalizationewasean 10pm ele part 
of the discussion “of. other issues (ezdn etraden compe uwicnon 
legislation and regional development). 


The need for greater rationalization of Canadian 
manufacturing is recognized by the Committee as the basis of 
both protit andiwage gains.» Plant) sizemandssizesOnreprocucr 
runs are low by international standards. While there is room 
for argument about just how large Canadian operations must 
be to become more competitive, to increase exports and replace 
imports.. 1t-1S .agreed that, in gqeneralgegreater: eatieana liza tion 
of Canadian firms in some areas is an important avenue for 
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Probably even more important than plant size in 
accounting for Canada’s relatively low productivity tn Some 
areas of manufacturing (lower at least than in the United 
States, our key trading partner) is the phenomenon of multi- 
products runs. Whatever the overall plant scale, Canadian 
operations are too often characterized by production of several 
products geared to the small domestic market. This creates 
inefficiencies in both the use:-of Jaboumeand capitan es de. 
machine down time). 


A third issue identified by the Committee is the 
advisability of "joint efforts" by otherwise independent 
producensay particularily Tneithel ared On exports: 


The Committee recognizes that the rationalization process 
inflicts: hardships, on: indivdiduals (e.g 4.5 olidersworkersawno 
are not retrainable) and on whole communities (e.g., single 
plant communities that are affected by the centralization of 
Operations). The Committee recognizes, then, that the gains 
of the rationalization process must be shared with those who 
are harmed by the process. 
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In light of these considerations, the Committee recommends: 


Domestic and international rationalization should be 
encouraged consistent with critter jaesuch as)a)0b screat ion 
and skill development, industrial efficiency, increased 
domestic research and development, a more favourable 
balance of payments, and increased Canadian ownership. 


The federal and provincial governments should 
encourage the setting up of Joint senviice Siac wie 
for operations that cannot justify such taciiirties on 
their own. Particular examples are joint private 
training programs and computer facilities. 


Competition legislation should be written in a way 
that encourages the rationalization process with 
provisions for appropriate checks and balances against 
the abuse of power contrary to the public interest. 


In the case of communities that would be adversely 
affected by plant shut-downs as a result of ra- 
tionalization, there should be a community adjustment 
plan implemented which would include provisions for 
the application of existing programs (such as 
training and job-creation) as well as the bridging 
mechanisms that may not be part of existing ongoing 
programs, (e..d...5. Special. pensd On, pnoV 1SHOns. form Those 
under the normal retirement age). 


The federal government should compile and publicize 
pa sit. rationalization, case San OmdergfO selalissey age 
the potential benefits of rationalization. 


PART III CONTINUING CONSULTATION 


The members of the Tier II Committee regard the 
reports ‘of ‘the last forceseand thls Yevomiaa anon tie i eacess 
by which they have been produced, as an important benchmark 
in the formation of public policy which involved provincial 
and federal governments. Business and labour also came to- 
gether because of a deep concern for the economic problems 
facing this country. lt isto be Noped a tiateasconsanuataon 
of this dialogue between business and labour can further 
Improve understanding. 


An important result of this process has been the 
realization that when business and labour focus on specific 
problems or actions, wide areas of agreement can be found. 

In our view this provides a useful indication for any future 
activities of this ‘kind; namely, that progress is moreslthely 
in cases where attempts are made to come to grips with 
industry sector-related or specific problems rather than 

with those aimed only at establishing broad principles or 
goals. 


The Committee and the Task forces were concerned 
that the very limited time frame imposed upon them necessitated 
less than thoroughly developed and documented reports. It is 
unrealistic for business and labour to resolve the complex 
issues dealing with manufacturing in Canada in a three-month 
period. Industrial policy has been researched for many years 
and is marked by a diversity of opinion not only between 
industrial countries but within Canada. When viewed in this 
context, this= report represents ‘acs vgn im cant. 1 1st ble. 
agreement between business and labour on broad issues affecting 
INGUSthY< 


The mandate given to the Second Tier Committee will 
be completed with the consideration of this report by First 
Ministers. However, many of the Task forces and this Committee 
believe that the consultative process for addressing economic 
issues facing this country must be continued in some form. 

The Committee therefore recommends that: 


ie Governments accept the obligation to inform the 
sector Task forces and the Second Tier Committee about 
the actions taken in response to recommendations made. 


ue) First Ministers consider reports from the labour 


Relations Committee that will be established by 
business and labour. 


The consultative process at the sector level and 

at the cross-sectoral level continue to take 

place. This will require the Second Tier Committee 
Or its successor to devise, in consultation with 


the sectors and with governments, appropriate 
mechanisms. 


PAR Posy CONCLUSION 


In this report, we have stressed job creation as 
a priority and we have proposed measures to improve our 
technology and increase our productivity, emphasizing increased 
research and development, an expanded energy policy and further 
Vaerond laze One 


We have proposed further study in the area of manpower 
and labour relations. 


We have identified the importance of creating con- 
fidence in the general environment -- especially through the 
two key functions of taxation. 


We have recommended measures which will help alleviate 
regional disparities in Canada. 


Finally, we have proposed measures to protect our 
market and our people, on a reciprocal basis with other 
countries. We have asked governments to support this with 
procurement policies. 


The Committee also believes that expansion wil] 
YEesule TW Sting! PRrOduUCGtAV Ty anid: stati Simian wleeeWOliGn i tin 
iS One major answer to the problem of inflation and our other 
economic difficulties. 


Our recommendations are designed to create an 
atmosphere of confidence in manufacturing. This confidence 
should *résul t in growth and jobs. = The Committee sopinion 1s 
that Canada has underlying strengths which, when combined 
with recommended measures, will bring about expansion and 
prosperity. 
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